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ADDRESS  OF  MR.  FRANK  A.  VANDERLIP 


There  are  some  laws  in  this  world  that  are  more 
potent  even  than  laws  enacted  by  representatives  of  a 
sovereign  people.  We  are  in  a  time  when  many  believe  that 
we  can  legislate  equality  of  opportunity  and  reward ;  that 
we  can  by  mere  enactment  alone  bring  comfort  and  pros- 
perity. 

Still  probably  all  perceive  that  there  are  some  laws  of 
nature  that  are  unbending  even  in  the  presence  of  legislative 
edict,  that  if  we  pass  legislation  that  does  not  conform  to 
such  laws  the  result  must  only  be  to  show  the  futility  of 
such  legislation. 

There  are  as  definite  laws  of  economics  as  there  are  of 
health  or  mechanics.  Those  laws  are  not  as  universally  un- 
derstood, but  they  are  none  the  less  real,  none  the  less 
certain  in  their  operation.  A  party  caucus  cannot  change 
them,  nor  can  a  majority  vote  of  a  hundred  million  people. 
Party  platforms  or  committee  reports  are  mere  words  that 
will  patter  ineffectually  against  natural  laws  if  not  in  ami- 
plete  harmony  with  them. 

In  the  great  l^slative  problem  that  Congress  is  now 
dealing  with,  a  measure  is  being  shaped  that  is  as  intimately 
related  to  the  welfare  of  the  whole  people  as  is  any  subject 
that  can  ever  come  up  for  legislative  consideration.  It  is, 
of  cour%,  inevitable  that  prejudices  and  partisanship  will  in- 
fluence action  even  on  such  a  subject,  and  in  details  there  is 
plenty  of  room  for  adjustment  between  widely  varying  pre- 
conceptions. There  are  a  few  fundamental  principles,  how- 
ever, that  are  undcviating.  They  are  not  plastic  to  legis- 
lative will,  and  if  legislation  is  to  be  permanent  and  truly 
successful  it  must  be  conformed  to  those  principles. 

If  the  subject  of  legislation,  for  instance,  were  refores- 
tation, we  could  all  recognize  that  a  popular  vote  would 
not  make  cocoanut  trees  grow  on  the  burned  slopes  of  the 
Adirondacks;  we  could  see  that  a  popular  vote  would  not 
of  itself  enable  a  patent  nostrum  to  cope  successfully  with 
a  health-destroying  bacillus;  we  would  understand  that 
legislation  that  ran  counter  to  a  law  of  mechanics  would  in 
the  end  be  without  effect.  It  may  not  be  as  easy  to  see  that 
we  can  not  successfully  legislate  counter  to  principles  of 
economics,  but  it  is  none  the  less  true.  In  so  far  as  we  can 
ascertain  these  principles  of  economics,  perceive  their  ap- 
plication and  understand  their  certainty  of  actioii,  we  must 
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conform  legislatively  to  them  if  we  are  to  have  any  ground 
to  hope  for  sound  results.  , ,    ,  .  j 

A  correct  solution  of  this  problem  of  bankmg  and  cur- 
rency legislation  can  only  be  found  through  our  intellects ; 
it  will  never  be  reached  through  remembermg  old  prejudices 
or  new  platforms.  It  is  not  likely  to  be  solved  correctly  by 
a  party  caucus,  nor  through  the  aid  of  an  admmistration 
whip  An  intellectual  study  of  how  to  formulate  a  legislat- 
ive measure  which  will  conform  to  principles  of  economics, 
a  search  of  our  own  consciousnesses  for  what  is  honorably 
due  from  one  citizen  to  another,  from  one  commumty 
to  another,  an  appreciation  of  the  truth  that 
sound  legislation  will  bring  a  prospenty  that  wiU  com- 
pensate for  some  immediate  hardships  and  losses,  occurring 
durino^  the  period  of  transition  from  an  established,  though 
bad  system  to  a  correct  if  necessarily  somewhat  experimen- 
tal one— these  are  the  guides  that  point  the  road  to  success- 
ful legislation.  . 

There  are  other  guides  that  have  been  given  generally 
great  prominence,  but  they  are  deceptive  and  dangerous. 
One  of  the  most  dangerous  is  that  guide  which  points  with 
distrust  and  suspicion  at  business  men  and  business  experi- 
ence. In  the  almost  tropical  flourishing  of  our  industrial 
development  and  our  accompanying  financial  growth,  there 
has  been  much  to  criticise  honestly  and  because  that  is  true 
it  has  led  many  people  to  wholesale  condemnation  of  all 
business  experience  and  to  general  distrust  and  suspicion 
of  the  motives  of  all  business  men.  A  sound  measure  gov- 
erning banking  and  creating  a  currency  is  not  going  to 
grow  in  an  atmosphere  of  distrust  of  bankers.  Practical 
faith  and  mutual  trust  is  what  we  need. 

In  the  inception  of  this  project  for  currency  reform,  so- 
called  "Wall  Street,"  which  is  the  longest  street  in  the 
world,  for  it  in  truth  extends  across  the  continent,  was  a 
place  apart.  There  has  been  misconception  of  its  functions 
and  activities,  and  distrust  of  its  motives.  I  am  purposing 
to  make  no  defense  of  Wall  Street,  but  rather  to  demand  as 
a  right  that  the  real  and  dominant  spirit  of  Wall  Street  be 
understood,  the  value  of  experience  recognized,  and  belief 
in  its  patriotism,  which  is  and  always  has  been  as  true  and 
deep  as  the  patriotism  of  any  other  section,  re-estabhjied. 
That  issue  is  really  a  greater  one  than  the  currency  problem 
itself.  There  is  no  truer  patriotism,  no  finer  spirit  of  ^tru- 
ism anywhere  than  among  the  financiers  and  great  business 
men  of  this  city,  and  I  want  to  make  a  stand  for  the  eradica- 
tion of  the  term  "Wall  Street"  in  the  opprobrious  sense. 
Neither  the  country  nor  the  Government  have  ever  faced 
a  financial  crisis  that  they  did  not  seek  and  find  Wall  Street 
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a  bulwark.  I  want  to  be  a  miUtant  advocate  of  justice  to  the 
important  branch  of  our  active  business  life  that  is  known 

as  "Wall  Street."  ,  ^.         ,  u 

1  do  not  believe  the  intelligence  of  this  country  sub- 
scribes to  the  theory  that  bankers  are  untrustworthy  men. 
The  practice  of  the  business  community  is  to  trust  them  and 

to  trust  them  largely.  •  ,     r    u  • 

I  have  no  personal  apology  to  make,  either  for  being  a 
banker  or  for  being  a  Wall  Street  banker.  I  decline  to  ac- 
cept silently  any  classification  of  bankers  as  discredited  citi- 
zens. I  refuse  to  be  so  classified  and  I  particularly  refuse 
to  be  cut  out  from  participation  in  the  discussion  of  public 
questions  or  from  oflFering  such  humble  service  as  I  can 
toward  the  solution  of  public  problems.  I  am  deeply  grate- 
ful to  the  Senate  Committee  for  having  given  an  opportunity 

in  that  direction. 

What  does  this  cry  of  government  by  the  people  really 
mean?  Who  are  the  people?  Are  not  my  associates  and 
am  not  I  one  of  them?  I  stand  charged  with  the  offense 
of  being  president  of  the  largest  bank  in  the  United  States. 
Who  are  the  officers  of  that  bank  ?  Let  me  tell  you  that  with 
a  single  exception  they  are  all  men  whose  boyhood  started 
in  poverty.  I  myself  wore  the  blue  overalls  of  a  farm  hand 
and  a  machine  shop  apprentice.  One  of  our  vice-president's 
memories  of  boyhood  begin  as  a  cotton  picker  in  the  fields 
of  Louisiana;  another  as  a  teacher  in  a  country  school  in 
Kansas;  another  as  a  newsboy  on  the  streets  of  Chicago.  I 
could  go  through  the  whole  list  and  tell  you  of  the  most 
humble  beginnings,  the  greatest  sacrifices,  of  fidelity  to  duty 
and  of  improvement  of  opportunity  that  have  served  to  sep- 
arate these  men  from  others  who  started  as  they  did  but  who 
are  instead  ending  not  far  beyond  the  starting  point. 

I  have  cited  the  bank  with  which  I  am  connected  be- 
cause it  is  a  case  with  which  I  am  intimately  familiar.  In 
general  terms,  however,  the  same  may  be  said  of  every  bank 
in  New  York  City,  or  pretty  much  anywhere  else  in  the 
country.  In  such  a  technical  and  intricate  matter  as  bank- 
ing and  currency  legislation  do  you  want  the  advice  of  men 
who  have  started  in  most  humble  surroundings  and  re- 
mained there,  or  of  men  who  in  spite  of  every  handicap 
have  surmounted  the  barriers  and  have  made  a  success  of 
life? 

I  am  chained  with  representing  an  institution  that  ra 
the  minds  of  some  people  seems  to  be  the  very  fangs  and 
claws  of  the  "Money  Trust."  Yet  in  its  dealings  vrith  the 
public  the  limit  of  interest  which  it  has  ever  charged  is 
six  per  cent.,  no  matter  how  high  the  rate  in  the  Street  has 
gone  above  that.   That  institution  has  always  stood  ready 
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to  assist  the  Government  in  its  financing  at  any  and  all 
times,  even  at  the  possibility  of  loss  to  itself.  In  its  deal-* 
ings  with  its  employees  it  has  provided  liberally  for  pen* 
sions  and  insurance  without  cost  to  them,  it  has  created  a 
fund  larger  than  the  endowment  of  some  colleges  for  their 
education,  and  it  looks  after  their  physical  welfare  with  the 
most  scrupulous  care. 

I  decline  quietly  to  be  tagged  a  discredited  citizen  or  to 
come  before  you  with  an  apology  for  the  business  in  which 
I  am  engaged. 

While  there  is  need  that  legislators  should  trust  busi- 
ness men,  I  believe  there  is  as  great  need  that  business  men 
should  better  trust  legislators.  For  my  own  part,  I  am 
convinced  that  the  men  who  now  have  immediate  charge 
of  formulating  the  final  measure  of  banking  legislation  feel 
deeply  the  vast  responsibihty  that  is  on  their  shoulders.  I 
believe  they  have  come  to  understand  intelligently  the  prin- 
ciples underlying  the  problem  and  that  they  are  trying  earn- 
estly to  shape  legislative  enactment  to  those  principles.  I 
know  that  they  are  hampered  by  political  conditions,  by 
political  prejudices  and  by  stubbornly  held  preconceptions; 
and  perhaps  those  preconceptions  are  the  most  difficult  bar- 
riers in  their  way.  A  scientifically  correct  decision  is  dffi- 
cult  to  obtain  from  minds  closed  to  discussion. 

The  whole  subject  of  banking  and  currency  reform  has 
had  years  of  intelligent  discussion.  During  that  time  our 
understanding  of  the  subject,  the  understanding  of  even 
the  best  informed,  has  been  made  more  complete,  while  all, 
in  fact,  who  have  given  anything  like  serious  consideration 
to  the  matter  have  now  reached  substantial  agreement  on 
the  fundamentals. 

We  all  know  there  is  need  for  a  bank  or  banks  of  re- 
discount, so  that  commercial  paper,  which  at  present  goes 
into  a  bank's  portfolio  and  lies  there  financially  inert  until* 
maturity,  may  be  made  liquid,  through  an  unfailing  ability 
to  rediscount  it.  That  has  been  recognized  and  provid^ 
for  in  the  House  bill.  We  need  mobilization  of  reserves 
and  the  creation  of  a  single  reserve  reservoir,  or  several 
reserve  reservoirs,  so  related  as  to  operate  in  fact  as  if 
they  were  one.  That  has  been  recognized  in  the  House 
bill  and  in  part  provided  for.  We  need  a  currency,  the  vol- 
ume of  which  will  be  responsive  to  the  demands  of  business. 
That  has  been  recognized  and  provided  for,  although  there 
has  been  attached  to  it  an  unnecessary  and  dangerous  Gov- 
ernment oblig-ation.  We  need  a  rearrangement  of  our  bank 
reserves  so  that  they  will  not  multiply  and  pyramid  in  a 
way  that  is  both  uneconomic  and  dangerous,  but  will  be 
gathered  into  a  reserve  institution  which  will  administer 
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them  wisely,  justly  and  equitably  for  the  welfare  of  the 
whole  commercial  community.  That  necessity  has  been 
recognized  and  the  machinery  for  accomplishii^  it  set  up 
in  the  House  bill.  Over  the  new  system  thus  created  we 
need  a  wise,  intelligent,  experienced  administration  that 
will  neither  be  subject  to  the  violent  changes  of  political 
thought,  nor  to  the  machinations  of  individual  or  com- 
munity interests.  That  principle  has  been  recognized  by 
the  drafters  of  the  House  bill,  but  they  saw  dimly  when 
they  undertook  to  embody  it  in  the  measure. 

Everyone  concerned  in  this  legislation  is  in  pretty  sub- 
stantial agreement  upon  what  result  they  are  seeking,  and 
within  very  broad  lines  upon  the  nature  of  the  banking 
machine  that  must  be  set  up  to  accomplish  it.  Where  then 
is  the  great  difficulty  with  that  measure  as  it  has  passed 
the  House  of  Representatives?  Why  is  it  not  possible  to 
take  thankfully  what  we  can  readily  get  in  the  way  of 
needed  legislation  ? 

I  will  try  to  outline  in  what  respects  it  seems  to  me  the 
Bill  as  it  has  passed  the  House  fails  to  square  with  econcmiic 
principles,  although  those  principles  were  in  the  main 
clearly  in  the  minds  of  the  men  who  drafted  the  bill. 

To  my  mind  the  most  serious  defect  is  to  be  found  in 
the  nature  of  the  currency  which  this  bill  authorizes.  That 
defect,  however,  does  not  lie  in  the  fact  that  the  currency 
fails  to  conform  to  those  principles  which  should  govern 
an  elastic  note  issue.  It  is  more  fundamental  than  any  of 
the  principles  which  I  have  been  discussing.  The  currency 
is,  in  fact,  a  fiat  money  issue.  Sound  sai^ards  have  been 
thrown  about  the  banks  to  which  the  Government  proposes 
to  loan  these  fiat  notes,  but  they  are  none  tihe  less  fiat  in 
character,  having  no  gold  cover  and  no  adequate  means  of 
redemption  provided  so  far  as  the  Government  itself  is  con- 
cerned. Safeguards  are  thrown  about  their  issue  which  in 
effect  makes  them  bank  notes  after  they  have  reached  the 
hands  of  the  bank.  That  is  what  they  should  be  and  that 
is  all  they  should  be.  So  far  as  the  working  of  a  banking 
and  currency  measure  is  concerned,  the  fact  that  the  note 
is  the  obligation  of  the  Government  and  is  made  redeem- 
able by  the  Government  will  not  destroy  its  elastic  quality 
as  a  bank  note.  We  might  go  on  under  such  a  system  for 
a  long  time  without  experiencing  any  evil  in  it.  That  very 
fact,  however,  would  lead  the  general  public  to  see  that 
currency  turned  out  by  a  Government  printing  press  and 
loaned  to  a  bank  to  be  reloaned  by  them  seemed  successfully 
to  be  performing  all  the  functions  of  money,  and  there  will 
certainly  be  a  political  faction  quick  to  demand  a  short  cut 
by  way  of  the  loaning  of  such  money  direct  to  the  people 


)vithout  the  intervention  of  a  bank.  There  is  danger  in  the 
Government  assuming  this  unnecessary  obligation,  but  the 
really  grave  danger  lies  in  leading  the  public  to  accept  the 
fallacy  that  the  Government  can  print  paper  for  which  it 
provides  within  itself  no  metallic  means  for  redemption, 
and  have  that  paper  successfully  perform  all  the  functions 
of  a  proper  circulating  note. 

Witii  the  House  bill  provisions  thrown  about  the  issue 
of  these  notes  by  the  banks,  the  note  will  act  as  an  elastic 
bank  note  and  will  properly  perform  its  function  for  a  time 
—or  at  least  it  will  if  the  tax  upon  the  issue  is  removed,  for 
the  l^rnks  must  not  be  penalized  for  issuing  notes  with  a 
full  gold  cover,  as  they  would  be  by  the  bill  as  it  stands  at 
present  Admitting,  then,  that  the  note  issue  will,  with 
slight  modification  m  the  text  of  the  bill,  perform  its  func- 
tion, although  open  to  the  grave  objection  that  lies  back  of 
aJl  fiat  issues,  let  us  ^camine  what  is  the  next  difficulty  with 
the  House  bill. 

We  all  agree  that  the  present  method  of  holding  bank 
reserves  is  bad.  We  all  agree  that  we  should  do  away  with 
the  evils  of  pyramiding  reserves  and  have  all  reserves  kept 
in  part  in  the  vaults  of  the  individual  banks  themselves  and  in 
part  in  a  reserve  bank  or  banks  organized  to  hold  these  re- 
serves and  to  grant  rediscounts  upon  commercial  paper. 

Sentiment  then  divides  itself  as  to  whether  there  shall 
be  one  reserve  reservoir  with  many  branches,  or  numerous  re- 
serve reservoirs  co-ordinated  through  a  central  power.  To 
one  who  has  not  the  principles  clearly  in  mind,  the  difference 
may  not  seem  to  be  a  distinction  of  importance.   The  House 
bill,  as  you  all  know,  proposes  twelve  independent  regional 
banks,  the  stock  of  which  the  existing  banks  in  the  several  dis- 
tricts will  be  compelled  to  subscribe  for,  and  permanently 
hold.  The  underlying  thought  here  seems  to  be  to  get  away 
from  centralization,  to  keep  so  far  as  possible  the  reserves 
of  a  district  within  that  district  and  to  minimize  the  im- 
portance of  the  great  financial  centers.    Whether  or  not 
those  purposes  are  laudable,  I  will  not  undertake  to  discuss, 
but  I  do  say  with  a  feeling  of  complete  assurance  that  if 
these  are  the  ends  sought,  the  framers  of  the  House  bill  have 
missed  the  mark.  The  result  will  not  be  to  accomplish  what 
they  wish.   To  have  twelve  regional  reserve  banks  means 
to  have  several  with  a  capital  little  if  any  more  than  the 
minimum  of  $5,000,000  each.    The  bank  which  I  represent 
controls  an  ag^egate  of  $70,000,000  of  banking  capital. 
There  are  other  tenks  aproximating  that  banking  power 
and  many  that  would  be  larger  than  the  regional  banks^if 
twelve  of  them  are  set  up.  The  creation  of  twelve  regional 
banks,  thtn,  will  not  tend  to  minimize,  but  rather  to  empba* 
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size,  the  power  of  large  institutions.  Great  public  institu- 
tions though  they  are  designed  to  be,  they  will  represent 
less  financial  strength  than  individual  institutions. 

There  is  another  objection  to  the  twelve  regional  banks 
that  is  of  much  deeper  significance,  however.  The  whole 
theory  of  centralized  bank  reserves  is  based  on  the  idea  that 
there  shall  be  consolidated  in  one  reservoir  the  reserves  of 
banks  operating  under  diverse  agricultural  and  industrial  con- 
ditions, meeting  a  borrowing  demand  that  is  not  general  but 
special,  so  that  the  plethora  of  funds  in  one  community  can 
be  made  available  to  meet  the  lack  of  funds  in  another.  If 
twelve  regional  districts  are  created  in  this  country,  they  will 
of  necessity  be  so  small  that  in  several  cases  at  least  there  will 
be  typically  similar  c<mditions  prevailing  throughout  an  entire 
r^on  at  the  same  time. 

Let  us  take  for  example  a  regional  bank  located  in  New 
Orleans.  The  district  in  which  that  bank  would  operate  would 
comprise  a  great  cotton  growing  secticm.  Climatic  and  crop 
conditions  could  be  practically  the  same  throughout  the  dis- 
trict It  would  follow,  as  experience  clearly  shows  has  been 
the  case,  that  practically  all  the  banks  in  that  district  would 
feel  an  identical  pressure  at  the  same  turo.  Thus  none  of  tiie 
advantages  of  centralized  reserves  from  banks  operating  under 
varying  conditions  would  be  realized.  The  resources  of  that 
bank  would  be  soon  exhausted,  because  all  the  member  banks 
would  be  in  need  of  assistance  of  the  same  character  at  the 
same  time.  There  is  an  economic  principle  involved  in  the 
number  of  regicmal  banks.  It  is  not  a  matter  to  be  settied 
by  adherence  to  a  political  doctrine.  It  b  a  subject  for  intel* 
.  lectual  judgment  and  not  one  to  be  settled  correctly  by  merely 
a  show  of  partisan  strength. 

The  framers  of  the  House  bill  really  see  this  point,  and 
so  they  have  given  power  to  the  Federal  Reserve  Board  to 
compel  one  regional  bank  to  loan  to  another.  Perceiving  that 
to  be  a  dangerous  and  obnoxious  power,  it  has  been  hedged 
about  so  as  to  make  it  ineffectual.  Obnoxious  as  I  regard 
such  a  power,  I  still  recognize  that  the  necessity  for  creating 
in  effect  a  single  reserve  reservoir  is  paramount,  and  if  there 
are  to  be  numerous  regional  banks  there  must  be  unrestricted 
power  given  to  a  supervisory  authority  to  compel  banks  to 
loan  to  one  another. 

The  House  bill  creates  the  capital  for  the  regional  banks 
by  forced  subscription  from  existing  National  banks.  Each 
National  bank  is  compelled  to  subscribe  twenty  per  cent,  of  its 
capital,  paying  up  half  of  that  amount  and  remaining  under 
liability  to  pay  the  remaining  half.  Having  subscribed  to  the 
capital,  it  must  keep  the  stock  inert  in  its  portfolio.  It  is  a 
type  of  the  worst  form  of  investment  of  a  bank's  funds,  for 
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it  is  an  investment  that  is  absolutely  unliquid.  More  than 
that,  the  compulsion  of  banks  to  make  an  investment  of  this 
or  of  any  other  character  is  unsound. 

The  central  governing  authority  must  of  necessity  be  given 
the  largest  sort  of  powers  if  a  system  of  regional  banks  is  to  be 
made  workable  at  all.  The  character  of  tlmt  central  authority, 
therefore,  becomes  of  great  moment.  That  a  management  of 
this  sort  should  have  continuity  and  experience  and  should 
be  as  free  from  political  pressure  as  from  the  danger  of  serv- 
ing private  interests  would  seem  to  be  axiomatic  The  House 
bill  provides  for  a  board  of  seven,  three  of  whom  are  ex-officio 
members,  coming  from  the  executive's  immediate  official  family. 
One,  the  Comptroller  of  the  Currency,  is  the  subordinate  of 
another,  the  Secretary  of  the  Treasury.  The  Comptroller  of 
the  Currency  bears  a  peculiar  supervisory  relation  to  all  the 
National  banks,  and  would  be  placed  in  a  most  undesirable 
double  relation  to  the  banking  situation  by  such  an  appoint- 
ment. The  r^lar  members  of  the  Federal  Reserve  Board 
are  appointed  for  ocmipatatively  short  terms,  and  the  bi-par- 
tisanship of  the  board  is  insured  through  the  specific  provision 
diat  not  more  than  two  shall  be  of  the  same  political  party. 
The  lack  of  emphasis  upon  experioice  is  shown  in  the  further 
provision  that  one  member  of  the  himd  shall  be  a  person 
eacperienced  in  banking. 

Here  then  are  the  grounds  where  sharp  division  of  opinion 
are  displayed — the  character  of  the  note  issue,  the  number  of 
regional  banks,  the  compulsion  of  existing  banks  to  subscribe 
to  the  stock  of  the  new  banks  or  surrender  their  charters, 
and  the  nature  of  the  central  control.  The  ground  of  differ- 
ences is  narrow  enough  to  permit  thorough  discussion  and  a 
comprehension  of  the  reasoning  supporting  each  view  by  any- 
one who  cares  to  study  the  subject. 

In  the  case  of  the  note  issue,  I  am  of  the  opinion  that 
a  sufficient  faction  of  the  dominant  party  so  strongly  believes 
that  the  Government  should  control  the  volume  and  issue  of 
all  currency  that  there  are  not  good  grounds  to  hope  that 
legislation  can  be  secured  with  the  present  constitution  of 
Congress  which  will  provide  for  a  true  bank  note.  On  the 
other  points  of  difference,  it  seems  to  me  that  the  reasons 
for  amending  the  House  bill  are  so  cogent,  so  easily  compre- 
hended, so  far  from  being  political  on  the  one  hand,  or  repre- 
senting merely  the  selfish  wishes  of  centralized  financial  power 
on  the  other,  that  it  ought  to  be  easy  to  reach  a  conclusion  based 
on  intellectual  judgment  alone.  Several  members  of  the  Senate 
C^ixunittee  on  Banking  and  Currency  I  know  are  of  that 
Opinion.  They  believe  that  a  measure  can  be  drawn  which  will 
square  with  economic  principles  and  will  still  meet  sdl  the 
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essential  tenets  of  Democratic  faith.  They  did  me  the  honor 
to  adc  me  to  attempt  to  devise  such  a  plan. 

There  is  perhaps  some  reason  to  regret  that  the  members 
of  the  Committee  waited  until  such  a  late  day  to  develop  their 
ideals  for  a  single  central  institution.  The  plan  for  a  regional 
system  had  been  thoroughly  crystallized  and  was  fixed  in  the 
political  mind  of  the  country  in  such  a  way  that  any  attempt 
to  present  a  new  plan  was  in  danger  of  being  viewed  as  merely 
an  effort  to  defeat  the  measure  that  had  passed  the  House,  or 
at  least  to  postpone  its  acceptance.  Those  political  considera- 
tions, however,  were  certainly  not  of  my  making,  and  I  was 
not  asked  to  weigh  them,  but  I  was  asked  to  give  these  members 
of  the  Committee  my  best  judgment  in  outlining  such  a  plan 
as  they  had  in  mind. 

The  plan  that  I  presented  was  for  a  central  bank,  the 
stock  of  which  should  be  freely  subscribed  for  and  owned 
by  the  people,  and  the  management  of  which  should  be  solely 
in  the  hands  of  the  Government.  I  by  no  means  lay  claim  to 
this  as  my  personal  plan  for  legislation  (although  it  has  my 
approval),  and  I  deeply  deprecate  that  my  name  has  become 
attached  to  it,  if  there  is  such  a  prejudice  against  any  banker- 
made  plan  that  it  cannot  be  considered  on  its  merits. 

This  plan  for  a  central  bank  contemplates  the  creation  of 
an  institution  with  a  hundred  million  dollars  of  capital,  tiie 
stock  of  which  should  be  tax  free  and  bear  five  per  cent  divi- 
dends, and  be  offered  to  the  public.  I  bdieve  it  would  be 
eagerly  taken  by  the  public  and  that  it  should  be  allotted  to 
the  smallest  subscribers  first.  This  would  create  an  institu^* 
tion,  the  capital  resting  on  a  free  public  subscription,  ratiiier 
than  a  compelled  and  unwilling  bank  subscription.  The  Gov- 
ernment would  have  all  the  earnings  above  the  dividend  re- 
quirement, and  the  surplus  above  5ie  dividend  requirements 
^uld  be  devoted  to  the  retirement  of  the  Government  debt. 
I  would  ^ ve  to  this  stock  no  power  of  any  sort,  voting  voice 
or  otiherwise,  except  the  power  to  receive  dividends.  The  man- 
agement  of  the  institution  should  be  solely  in  the  hands  of  a 
board  appointed  by  the  President,  but  that  board  should  be  as 
free  from  political  and  partisan  influence  as  from  private  in- 
fluence. I  would,  therefore,  have  no  ex-officio  members,  but 
rather  a  board  with  life,  or  at  least  long  term,  appointments. 
I  have  suggested  a  board  of  seven,  with  terms  of  fourteen 
years,  the  term  of  one  director  expiring  every  two  years.  This 
would  make  it  possible  for  a  President  to  change  the  majority 
of  a  board  only  by  the  end  of  his  second  term,  unless  there 
were  other  than  normal  vacancies,  or  by  removal  of  a  director 
for  cause  to  be  stated  to  the  Senate,  this  central  bank  would 
have  as  many  branches  as  might  be  needed  to  accommodate  the 
business  of  the  country.  The  principle  which  prohibits  numer^ 
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ous  independent  regional  banks  would  in  no  wise  operate 
against  numerous  branches  of  a  central  bank.  Every  city  of 
importance  could  be  provided  with  a  branch  or  a  sub-branch 
of  such  an  institution,  while  to  create  as  many  as  twelve  or 
indeed  fewer  than  that  number  of  independent  regional  banks 
is  such  a  violation  of  an  economic  principle  that  nearly  all  the 
benefit  of  the  attempted  mobilization  of  reserves  will  be  lost. 
I  would  have  a  bank  note  currency  issued  solely  as  the  obliga- 
tion of  this  central  bank.  As  the  bank  would  be  controlled 
by  public  officers  from  the  governor  to  assistant  janitor,  notes 
issued  by  such  a  bank  would  still  be  in  perfect  accord  with  the 
political  principle  that  the  Government  must  control  the 
vdliune  and  issue  of  currency,  but  notes  issued  by  such  a  bank 
would  be  €>pen  to  none  of  the  objections  of  a  fiat  issue  of 
Government  currency  to  be  loaned  to  regional  banks. 

There  are  many  minor  defects  in  the  House  bill  which 
I  tynk  can  and  will  be  rectified,  for  they  touch  technical  rather 
tlmn  political  subjects,  but  I  believe  I  have  stated  Hnt  points  of 
great  iii:q>ortance  where  there  seems  to  be  a  fundamental  dif- 
ference of  opinion.  I  believe  that  the  House  bill  does  not 
properly  provide  for  maintaining  the  existing  two  per  cait 
bonds  of  the  Government  at  par.  I  beHeve  we  cannot  haive 
a  truly  elastic  currency  until  a  part,  at  least,  of  tiiie  outstand- 
ing National  bank  notes  are  retired  so  as  to  make  room  for 
a  truly  elastic  client  in  our  circulation/  I  have  suggested 
to  the  Senate  Committee  a  plan  to  meet  this  situation,  but  in 
a  discussion  of  these  broad  principles  it  is  hardly  necessary 
to  go  into  such  details  at  this  time. 

I  know  that  the  opinion  is  held  in  some  quarters  that  I 
have  projected  this  plan  for  a  central  bank  into  the  situation 
with  a  view  to  confusing  political  action.  I  deeply  regret  that 
anyone  can  hold  such  an  opinion,  for  nothing  could  have  been 
further  from  my  intention.  The  plan  was  prepared  because 
three  members  of  the  Senate  Committee  desired  me  to  prepare 
it.  It  was  the  intention  to  hand  the  plan  to  these  members 
of  the  Committee  and  in  no  way  to  connect  myself  with  it. 
I  was  offered  practically  no  alternative  but  to  go  before  the 
Committee  and  elucidate  the  plan.  I  did  that  with  regret,  be- 
cause I  understood  clearly  enough  that  my  connection  with  it 
would  create  a  political  difficulty  in  the  way  of  its  adoption. 
Instead  of  wanting  to  confuse  and  obstruct  legislation,  I  have 
the  deepest  desire  to  aid  and  facilitate  it.  For  years  bankers 
have  been  almost  the  sole  advocates  of  just  the  sort  of  legis- 
lation that  it  is  now  hoped  we  will  have,  and  it  is  unfair  to 
accuse  them  of  being  in  opposition  to  sound  legislation.  I  be- 
lieve it  would  be  desirable  to  have  legislation  completed  at  this 
session,  but  it  is  far  more  desirable  that  legislation  should  be 
sound  than  that  it  be  merely  inunediate.  There  is  nothing  in 
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the  business  or  financial  situation  that  demands  immediate 
action.  There  is  much  that  demands  action  in  conformity  with 
eoonconic  principles.  It  is  of  no  moment  at  all  to  the  busi- 
ness world  whether  that  action  is  in  October  or  January,  but 
it  is  of  tremendous  moment  that  we  have  l^|[islation  that  will 
work  sttccessfttliy,  and  toward  the  canying  out  of  which 
bsudcers  will  heartfly  co-operate,  not  &rou^  cmnpulsion,  but 
because  their  business  judgment  recognizes  it  as  sound. 

For  many  years  I  have  been  discussing  this  subject,  largdy 
as  an  academic  matter.  It  has  ceased  to  be  an  acadonic  matter. 
It  is  now  a  matter  of  imminent  legislation. 

I  believe  the  Senate  Ccunmittee,  at  least,  very  thoroughly 
understands  the  subject.  They  see  clearly  the  principles  and 
how  those  principles  should  be  applied,  but  they  are  seriously 
hampered  by  political  opinion.  There  are  prejudices  that  date 
from  the  old  United  States  Bank,  although  the  lines  of  com- 
parison are  in  no  wise  parallel.  There  are  difficulties  in  the 
declaration  of  the  Baltimore  platform.  Desirable  as  it  is  that 
parties  should  honestly  stand  upon  the  platform  upon  which 
they  win  a  victory,  it  is  certainly  undesirable  that  Congress 
should  surrender  its  legislative  mind  and  be  bound  by  an 
unsound  platform  declaration,  rather  than  by  serious,  intel- 
lectual judgment,  formed  after  careful  analysis  of  the  factors 
of  a  problem.  The  duty  that  is  before  every  citizen,  and,  too, 
an  immediate  and  pressing  duty,  is  to  give  such  a  weight  to 
public  opinion  that  Congress  will  brush  away  the  barriers  of 
conceived  political  exigency  and  recognize  tliat  sound  pohtics 
and  sound  economics  go  well  together. 

There  are  two  factors  that  give  force  to  public  opinion ;  one 
is  its  extent,  another  is  its  intensity.  An  opinion  intensely  held 
by  even  a  minority,  if  it  is  backed  by  absolutely  sound  prin- 
ciples, is  pretty  sure  in  the  end  to  become  the  opinion  of  the 
majority.  I  suppose  it  is  fair  to  say  that  the  Economic  Club 
gathers  in  these  meetings  the  representative  economic  and  busi- 
ness thought  of  the  metropolis  of  this  country.  I  believe  an 
opinion  intensely  held  by  the  men  who  compose  this  audience, 
if  it  stands  solidly  based  on  economic  truth,  will  be  a  factor 
of  greater  governing  weight  than  would  a  far  more  widely 
held  c^inion  in  the  minds  of  men  who  have  not  very  seriously 
considered  the  subject.  You  have,  then,  an  immediate  civic 
duty  of  the  highest  importance.  It  is  to  understand  clearly 
the  principles  involved  in  this  legislation,  to  feel  intensely  the 
necessity  of  conforming  l^slation  to  those  principles  and  to 
tlie  best  of  your  ability  to  transmit  that  intensity  of  feeling 
txk  yow  associates  and  to  Congress.  The  voice  of  the  members 
of  the  EconcHuic  Chib  of  New  York  ought  to  be  a  potent  voice 
in  currenqr  l^dation.  It  is  not  too  late  to  utter  it  I  know 
you  will  utter  it  intelligently.  I  {dead  witib  you  to  do  it 
force^y. 
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But  I  want  to  say  a  word  of  warning,  too.  Denunciatkm 
is  not  helpful  criticism.  What  the  situation  needs  is  co-oper- 
ative, constructive  critid^.  We  must  remember  that  while 
the  problem  is  economic,  its  environment  is  political^  and  in 
its  solution  is  deq>ly  involved  the  welfare  of  the  country.  We 
cannot  hope  for  an  economic  vacuum  freed  from  all  other 
influmres,  in  which  statesmanship  will  write  a  banking  and 
currency  measure ;  but  we  are  entitled  to  e3q>ect  in  the  solution 
of  a  problem  of  this  type  that  intellectual  judgment  should 
rise  superior  to  party  declaratk>ns  or  prejudices. 

The  attitude  of  the  Senate  Ccmmiittee  on  Banking  and 
Curraicy,  whose  chairman  you  have  had  the  pleasure  of  lis* 
tening  to,  is  of  great  importance.  You  are  yet  to  hear  some- 
thing of  the  attitude  of  the  dominant  memt)ers  of  the  House 
of  Representatives  frcmi  the  chairman  of  the  House  Commit- 
tee on  Banking  and  Currency.  There  is  one  other  factor  of 
tremendous  importance  to  be  reckoned  with  the  settlement  of 
this  question — the  President  of  the  United  States,  who  is  repre- 
sented here  tonight  by  his  secretary. 

Could  I  speak  directly  to  the  President  of  the  United 
States,  I  would  feel,  considering  the  present  position  of  this 
legislation,  that  it  was  one  of  the  most  solemn  and  import- 
ant   opportunities    I    had    ever    faced.     I    would    say  to 
him  that  the  country  owes  to  him  unbounded  praise  for  the 
firm  stand  he  has  taken  for  currency  legislation.  Without 
that  positive  determination,  without  the  grim  will  that  he 
has  shown,  legislation  at  the  present  time  would  be  impos- 
sible, and  there  is  due  to  him  for  his  courage,  his  persist- 
ency, for  the  strength  of  his  political  purposes,  unstinted 
praise.    But  I  could  not  stop  with  saying  that.    I  would  say, 
"Mr.  President,  the  history  of  this  country,  with  which  you 
are  so  familiar,  presents  few  examples  of  greater  responsi- 
bility resting  upon  its  chief  executive.   Tarilfs,  tax  schemes, 
or  even  wars  themselves  may  affect  only  members  of  the 
body  politic,  its  hands,  its  arms,  but  banking  and  currency 
legislation  affects  its  heart.   It  reaches  every  citizen,  hum- 
ble or  great,  rich  or  poor,  and  the  measure  history  will  take 
of  your  acts  will  be  largely  influenced  by  the  success  or  the 
failure  of  the  legislative  program  which  you  are  now  with 
your  splendid  will  imposing  upon  the  country.    We  need 
legislation,  but  that  legislation  must  conform  to  higher  laws 
than  any  man  or  set  of  men  can  make — ^to  the  laws  of  eco- 
nomics. Those  laws  are  greater  than  party  platforms,  they 
are  greater  than  any  administrative  program,  they  will  work 
undeviatingly  whatever  legislation  you  write  upon  the  stat- 
ute books.  There  can  be  no  time  limit  beyond  which  you 
cannot  change  a  legislative  plan  if  by  such  change  you  will 
more  nearfy  conform  that  plan  to  these  hi^^  laws.  Th^ 
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is  nothing  in  the  financial  situation  that  need  give  you  cause 
to  hurry  if  by  taking  time  for  deeper  consideration  and  for 
better  understanding  your  proposed  enactments  can  be  im- 
proved. The  enactment  of  new  banking  and  currency  laws 
may  be  made  a  short  ceremony,  but  that  enactment  will 
have  endless  consequences  for  good  or  evil.  I  beg  of  you 
not  to  close  your  mind  to  argument  that  is  based  on  an 
understanding  of  principles,  nor  to  let  your  judgment  be 
clouded  by  partisan  pride  or  the  hope  for  partisan  advant- 
age. You  may  probably  say  that  you  do  not  write  your 
political  program  in  chalk,  but  if  that  program  is  found  by 
experience  not  to  square  with  sound  economic  principles  its 
indelibility  may  some  day  be  your  deepest  regret.  You  have 
earned  the  gratitude  of  a  great  people  by  bringing  through 
your  force  of  will  this  legislative  program  tip  to  the  pres-- 
ent  point.  If  you  will  now  throw  the  tremendous  weight, 
of  your  influence  on  the  side  of  free  intellectual  judgment 
and  against  the  brute  force  of  party  majorities,  if  you  will 
throw  the  great  weight  of  your  influence  in  a  direction  that 
will  lead  to  an  exercise  of  freedom  of  thought  without  polit- 
ical restriction,  if  you  will  see  to  it  that  decisions  may  be 
rnade  upon  the  economic  merit  of  the  proposals  and  not  be 
tied  and  hampered  by  party  domination,  you  will  then  have 
earned  lasting  praise.  Do  not  again  permit  the  intellects  of 
the  men  who  must  decide  this  great  question  to  be  bound 
and  hampered  by  caucus  rule.  Do  not  permit  partisan  pride 
to  stand  in  the  way  of  achieving  what  is  right.  See  to  it  that 
there  is  free  play  for  the  sound  and  unhampered  judgment 
of  Congress  and  then  you  will  indeed  have  brought  to  this 
country  a  new  freedom." 
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